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Wednesday, Novenber 4, 2009; 9:30 a.m
PROCEEDI NGS

JUDGE ARREDONDO: We're on the record. W're
here for two matters, actually. The first is Docket
No. 09-035-59, In the Matter of the Application for
Rocky Mountain Power for Approval of the Electric
Servi ce Agreenent between Rocky Mountain Power and
Kennecott; and Docket No. 09-035-62, In the Matter of
the Application of Rocky Muntain Power for Approval of
Power Purchase Agreenent between Pacifi Corp and
Kennecot t .

And with that, let's start with docket nunber
ending in 59. W can take appearances, please,
starting with Rocky Muntain Power.

MR. SOLANDER: Thank you. Daniel Sol ander on
behal f of Rocky Mountain Power. | have with nme Paul
Clenments of the Marketing and Originati on Departnent
for PacifiCorp wth ne.

JUDGE ARREDONDO: Ckay, thank you.

MR, REEDER: Good norning. |'m Robert
Reeder. And | have with ne this norning from Kennecott
Lynn Cardey- Yates, General Counsel, and Steve Sands,
Director of Energy Prograns.

JUDGE ARREDONDO: Thank you. And M.

G nsbherg?
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MR. G NSBERG. M chael G nsberg. And wth ne
today is Charles Peterson.

JUDGE ARREDONDO: Ckay. And M. Proctor?

MR. PROCTOR: Paul Proctor, representing the
Utah O fice of Consunmer Services. And Ms. Miurray is
here.

JUDGE ARREDONDO:  All right, thank you. And
with that, let's begin wwth the Conpany. Wuld you
like to put on sone testinony?

MR, SOLANDER: W were planning to just nove
the prefiled testinony of Paul Clenents into the record
at this tine,.

JUDGE ARREDONDO: All right. No objections?
None. Ckay, then we'll admt that prefiled testinony.

MR. SOLANDER: Thank you. And M. denents
is here to answer any questions that you m ght have
regarding the contract. | know that M. Reeder also
has the Kennecott fol ks here. |If there are any points
that you'd |ike us to address, M. Cenents would be
happy to do so, but otherwi se we'd just stand on the
pl eadi ngs at this tine.

JUDGE ARREDONDO: (Ckay. Anybody el se that
would i ke to ask any questions of M. Cenents?

MR. G NSBERG. | have a question or two.

JUDGE ARREDONDO: Okay, go ahead, M.
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G nsberg. Actually, let ne swear you in real quick,
M. denents.
(Paul Cenments is duly sworn.)
JUDGE ARREDONDO: Thank you. Go ahead.
PAUL CLEMENTS,

havi ng been first duly sworn, was
exam ned and testified as foll ows:

EXAM NAT| ON

BY MR G NSBERG:

Q | have one or two questions, if you coul d.
The proposed rate increase that is occurring for
Kennecott is a little over three percent. Schedule 9,
actual ly, though, increase occurred in the last rate
case was 4.3 percent. Can you explain why there's a
di fference?

A Certainly. Inny -- first of all,
apol ogi ze to the Court and -- ny voice is a little bit
weak today, so if | need to repeat sonething, please
ask and |1'd be happy to repeat it.

In my prefiled testinony, in several areas

you'll note -- and I'll turn to that, if you don't
m nd. Nanely, page 4, lines 45 through 56, | outline
sone reasons for which the Conpany and Kennecott
entered into a shorter term agreenent when typically in

the past we've had | onger term agreenents. And those
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two primary issues are sone uncertainty around fue
costs for Kennecott, and then also various other
uncertainties around significant costs to their

busi ness, and so we've entered into a shorter term or
one-year agreenent, for this particul ar agreenent.

Now, in doing so, the parties agree that we
woul d price the agreenent as if we were extending the
exi sting agreenent one additional year. And the
exi sting agreenent, which ends at the end of this year,
2009, has certain provisions in it under which the
rates adjust. And in negotiating this new one-year
agreenent we used that sane rate adjustnent nechani sm
to set the rates for the 2010 agreenent, and that's why
the rates that are set in this contract for 2010 may
not exactly match any increase that was given to the
Schedul e 9 custoner class in 2009.

Q Is that because the rate increase for

Schedule 9 didn't go into effect at the begi nning of

t he year?

A Well, it's not necessarily that it didn't go
into effect at the beginning of the year. |If you | ook
at -- in ny direct testinony, on page 5, lines 74

through 83, it explains the rate adjustnment nmechani sm
in the existing Kennecott contract, and it's that

adj ust rent nmechanismthat was used to set the rates for
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the 2010 agreenent that's up before the Comm ssion
t oday.

Q So if the sane rate adjustnment nechani sm
occurred in the next contract that occurred -- would
continue in 2011, when would the nake-up take place for
the difference between Schedule 9 and the three percent
that occurred in this case? Wuld it take place then?

A Wll, | don't feel it's appropriate at this
time to conmment on what the rate adjustnment nmechani sm
in the next contract would be, since neither party has
been in negotiations regarding any contract beyond this
2010 contract.

But any tine you negotiate a contract with
Kennecott or any other custoner, we |ook at what the
appropriate cost to service or rate should be for that
custoner, and through a negotiation process we nake the
determ nati on of what those appropriate rates shoul d
be.

Q You understand the Division has asked t hat
the Conm ssion require that the next contract reflect
the rate adjustnent to occur at or near the tine rate
adj ustments occur for other Schedule 9 custoners; is
that right?

A Yes, we're aware of the recommendati on t hat

the Division has made, and we intend to discuss that
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wi th Kennecott during the next contract negotiation
session for the 2011 and beyond contract.

Q Is there any reason you didn't include the
single itemrate case in your list of itenms that would
be adjusted potentially for like the carbon tax, DSM
or the ECAM proceedi ng?

A No, there's no reason in particular. Wen we
were negotiating the contract wth Kennecott, we took
into account sone of the unique services around
Kennecott in the operations. Kennecott is very |arge,
one of the |argest custoners that is on Rocky Muntain
Power's system and they have sone uni que
ci rcunstances, nanely, they have |long-term fue
contracts that they often execute on an annual basis,
and they have other contracts that they execute on an
annual or sem annual basis, and so we take that into
account when establishing Kennecott's rates.

And in the past, contracts have included sone
sort of a lag period where Kennecott's rates adj ust
annually simlar to other industrial custoners, |arge
i ndustrial special contract custoners, and we deened
that that |lag would be appropriate in this case for a
one-year agreenent, consistent with Comm ssion findings
in previous agreenents which allowed for a simlar |ag

peri od.
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And it's inportant to note that the |ag
period could really cut both ways for Kennecott. In
the event of a rate decrease, that rate decrease would
be | agged as well. And so in exchange for sone degree
of a period of rate certainty, Kennecott is giving up
an opportunity for a rate decrease and al so avoiding a
rate increase at the sane tine, whatever it may be.

Q But ny question went to the single itemrate
case provisions that you didn't include in your
contract. WAs there a reason? D d you intentionally
excl ude that?

A No, we didn't intentionally exclude that. W
were | ooking at -- you know, and we viewed a single
itemrate case in a simlar fashion that we would a
general rate case in establishing their rates.

Q You also did not do a cost-of-service study
on Kennecott either for this or for the general rate
case, did you?

A Well, Kennecott's rates are primarily based
on Schedule 31 for the March through Cctober period
when their large coal unit is operating, and then on
Schedule 9 for the other nonths when the unit is not
oper ati ng.

As you'll note, the cost of service study

that the conpany typically files in conjunction with

10
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its rate cases does not include a cost of service for
the Schedule 31 tariff class. The Schedule 31 rates
are largely based on the Schedule 9 rates, and so there
isn't an individual cost-of-service study done for a
Schedul e 31 cust oner.

MR A NSBERG | think that's all.

JUDGE ARREDONDO: Ckay. Any foll ow up
guestions you'd like to ask, M. Sol ander?

MR SOLANDER: | have none, no.

JUDGE ARREDONDO: (Ckay. M. Proctor, do you
have any questions?

MR PROCTOR: Just one.

EXAM NAT| ON

BY MR PROCTOR:

Q M. Cdenents, when is the last tine that
Rocky Mountain Power instituted a rate decrease?
A.  I'"mnot equipped to answer that question in
t hi s proceedi ng.
Q Wll, are you equipped to answer the question
in sonme other proceedi ng?
A No. I'mjust saying |l -- I'Il give you a
better answer. | don't know off the top of ny head.
MR, PROCTOR: No nore questions.
JUDGE ARREDONDO: M. Reeder, any questions?

MR, REEDER: Just a couple.

11
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EXAM NAT| ON

BY MR REEDER:

Q M. Cdenents, referring to the contract and
the rates that are attached to the contract, is it
true, sir, that the resulting rates, when applying the
formula fromthe last contract, resulted in sonme unit
rates higher than Schedule 9 rates?

A. That's correct, and that's a very good point.
Kennecott's rates -- and the rates are set forth in the
agreement in Exhibit 1, which should be the |ast page
of the agreenent -- sone conponents of the rate are
slightly above the Schedule 9 or Schedule 31 rate, and
sonme conponents of the rates are slightly bel ow the
Schedul e 9 or Schedule 31 rate.

And when we negoti ated the Kennecott contract
that is set to termnate at the end of this year, the
parties structured the rate in such a way that
Kennecott woul d have sone incentive to operate their
generation at a high level of efficiency during the
summer nonths. And what you'll see is that the heavy
| oad hour demand charge for the sumrer nonth is
actually well above what the tariff rate is at the
noment .

And the division's neno provi des sone

anal ysis around this very issue, and that if
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Kennecott's generation were not to be -- were not
operating during the sumrer, the revenues resulting
from Kennecott based on the rates in Exhibit 1 of this

contract would actually be higher than the revenues

that would be received under the standard tariff rates.

And the Division's neno does a good job of
explaining that. They really |ooked at two scenari os.
One, if Kennecott's generation is operating, then the
revenues woul d be slightly bel ow what the applicable
tariff rates would be. |[|f Kennecott's generation is
not operating, then their revenues would be slightly
hi gher than what the revenues woul d be ot herw se under
the applicable tariff rates.

And that incentive was built in by design to
continue to provide the appropriate price signals and
i ncentives to Kennecott so that they operate their
generation at a high level of efficiency during the
sumer nonths, that being March through Cctober. So
that's an excellent point, that sone of the rates are
hi gher than tariff, sone are slightly bel ow

Q M. Cdenents, there was sonme di scussion on
this record concerning a single itemrate case. Has
Rocky Mountain filed a single itemrate case?

A, To ny know edge, no.

Q If you were to file a single itemrate case

13
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say June of this year, when would those rates becone
effective, as you understand the statute?

A | may defer to ny counsel on that.

MR. SOLANDER: Ten nont hs.

A. Ten nonths. |[|'mbeing told by counsel it
woul d be ten nonths.

Q Well after the expiration of this contract?

A. That's correct.

Q So that the probability, unless an
application is filed in the very near future, that
there would even be a rate increase under a single item
rate case is fairly renote, is it not?

A That's correct.

MR. REEDER: Thank you. | have not hing
further.

JUDGE ARREDONDO: kay. Thank you.

MR A NSBERG: Just to nmake it clear, the ten
mont h, 240 days doesn't -- | would just like the

statute to speak for itself on what the tine periods
are, because | think there are actually two tine
periods that can apply to single itemrate cases.
JUDGE ARREDONDO:  Ckay.
MR. PROCTOR: And if | mght, Judge, | think
there was sone reference to nmenbers fromthe D vision

that it's also possible in 150 days.

14
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JUDGE ARREDONDO: Ckay. Do you want to ask

sone foll owup questions based on that information, M.

Reeder ?

MR REEDER: | don't know whether to ask M.
Proctor or M. G nsberg a question. | think the
statute does have a 150-day suspense period. [If you
count 150 days fromany day forward, | think you wll

observe that the probability of it occurring during the
one-year contract is fairly renote.

JUDGE ARREDONDO:  Ckay.

MR REEDER: So | will just argue the matter
rather than interrogate either of them

JUDGE ARREDONDO: Ckay. All right. Thank
you.

M. G nsberg, would you |ike to have M.
Peterson testify?

MR G NSBERG. Yes.

CHARLES E. PETERSOQON,

havi ng been first duly sworn, was
exam ned and testified as foll ows:

EXAM NAT| ON

BY MR G NSBERG:

Q Now, we're just doing the 59 one at this
poi nt ?

JUDGE ARREDONDO:  Ri ght .

Garcia & Love Court Reporting and Vi deography




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

Docket Nos. 09-035-59 and 09-035-62*11/4/09

Wul d you state your nane for the record?
Charl es E. Peterson.

And your position with the D vision?

> O > O

|"m a Technical Analyst with the D vision of
Public Uilities.

Q And you prepared the nmenorandum that's been
filed wwth the Conmm ssion that was filed on October 15,
20097

A Yes, | did.

MR- G NSBERG: And we al so were not
intending -- the neno speaks for itself, and we had no
additional coments to nake, and we thought it was
unnecessary to provide a summary, unless you woul d
think it would be hel pful.

JUDGE ARREDONDO: No, that's fine, if you
want to just rest on that recommendati on.

MR G NSBERG. Yes.

JUDGE ARREDONDO: Just take adm nistrative
noti ce of that.

Wuld you do -- M. Proctor, do you have any
questions for M. Peterson?

MR. PROCCTOR: No, thank you.
JUDGE ARREDONDO: M. Sol ander?
MR. SOLANDER: No questions.

JUDGE ARREDONDO: O M. Reeder?

16
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MR REEDER: |'d just sinply say, M.
Pet erson, thank you very much for recommendi ng approval
of the contract.

JUDGE ARREDONDO:  Ckay.

MR, PETERSON: Ch, you're wel cone.

JUDGE ARREDONDO: Anything else fromthe
Di vi sion?

MR G NSBERG: No, sir.

JUDGE ARREDONDO:  No. Al right. M.
Proctor, would you like to --

MR PROCTOR: The O fice would al so ask that
t he Comm ssion take notice of the nmenorandum that we
filed that reflects the Ofice's position in this case.

JUDGE ARREDONDO:  Ckay.

MR PROCTOR: And we would not intend to have
any summary. |f there are questions, of course, M.
Murray will answer them

JUDGE ARREDONDO: (Ckay. Does anybody have
questions for Ms. Miurray?

MR, REEDER: Just one, if | nmay.

JUDGE ARREDONDO:  All right, go ahead. Let
me actually swear you in, Ms. Mirray.

(Cheryl Murray was duly sworn.)
JUDGE ARREDONDO: Thank you.

EXAM NAT| ON

17
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BY MR REEDER:

Q M. Mirray, | trust that you're famliar with
the commttee's nmeno in this matter?

A | -- could you speak up just a bit? | think
| heard you.

JUDGE ARREDONDO: M. Reeder, nmake sure your
mc's on.

Q I'"lIl get the mc closer, if I mght. | think
it'"s on, so | think I'm broadcasting with the mc as
close as | can be, but I'll also speak up.

Ms. Murray, are you famliar with the neno
prepared and submtted by the O fice under date of
October 15th in this matter?

A Yes, | am

Q Are you famliar with the position of the
Ofice inthis matter suggesting that the conpany has
not provided a rationale for the |ag?

A Yes, | am

Q Have you been present in the hearing room
this norning and heard the testinony of M. Cenents

concerning the rationale for the |ag?

A. | have heard --
MR. REEDER: Thank you. | have not hing
further.
A -- his statenent.

18
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MR. PROCCTOR: Well, excuse ne, but | believe
the witness was going to answer the question and then
she was cut off by M. Reeder.

Q GCkay. You want to answer that, M. Mirray?

A. | have heard his statenent. |'m not sure
that that provides what we would consider to be --
consider to be rationale that situates Kennecott
differently than other custoners of Rocky Mountain
Power .

There are businesses all over the place that
do their budgets in advance, they do their planning in
advance, and they would, |I'm sure, also appreciate
having a year lag, or atinme of |ag between when rate
i ncreases occur and when they are actually subject to
t hem

Q M. Mirray, can you identify for this record
anot her custoner who has electric-on-electric
conpetition who enters into fuel contracts of nore than
a year?

A. No, | cannot.

MR. REEDER: Thank you. | have not hing
further.

JUDGE ARREDONDO: Any foll ow up questi ons,
M. Proctor?

MR. PROCCTOR: No, thank you.

19
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JUDGE ARREDONDO: | do have a question for
the Conpany on the Ofice's recomendati ons. M.
Clenments, did you read those, nunbered 1 through 3, on
page 3 of their recommendati on?

MR. CLEMENTS: Yes, | did.

JUDGE ARREDONDO: And can you respond to
t hose?

MR. CLEMENTS: [|'d be happy to. The first
being that the contract be automatically increased when
general rate case -- general rates are increased. |
think 1'll address that and the second one at the sane
time. The second one is that the ESA be nodified to
i nclude a provision specifying that Kennecott be
subject to any costs attributed to major plan
addi ti ons.

Those two particular recommendati ons woul d
alter the ternms and conditions of the agreenent as
agreed to between Kennecott and the Conpany, and that
woul d alter the rates that were set forth in the
agreenent. This is a one-year contract, and the rates
were set according to the nethod and the rate
adj ust nent nechani smthat | discussed earlier in ny
testi nony today.

And the Conpany believes that adopting those

two recommendations would significantly alter the
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material terns and conditions of the agreenent. And |
believe if those two conditions were adopted by the
Comm ssion both parties, both being Kennecott and the
Conmpany, would likely want to go back and renegotiate
t he contract.

So the Conpany is unwilling to adopt the
first two recomendations. And we believe the
di scussi on today supports that those recomendati ons
coul d be addressed or considered in future agreenents,
but this agreenent we'd like to stand on its own.

Concerning the third recomendation, that
simlar |anguage regarding ECAM, DSM costs, greenhouse
gas costs, and major plant additions be included in
future ESAs, the Conpany and Kennecott, if | may speak
on their behalf for a nonment, have al ready agreed that
future agreenments will address those issues in sone
manner, so we don't have any issue accepting the third
condition, that we have sone sort of |anguage in future
contracts addressing those issues.

However, we're unwilling to adopt
recommendati on one and two.

JUDGE ARREDONDO: (Ckay. Does anybody have
any questions for M. Cenents based on his testinony?
No?

MR PROCTOR:  No.

21
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JUDGE ARREDONDO: All right, then. Anything
el se anyone else would |ike to add? No? kay.

Then let's nove on to docket nunber ending in
62, 09-035-62. And did you want to have M. C enents
testify again, M. Sol ander?

MR. SOLANDER: We would just offer his
prefiled testinony and make M. C enents available for
any questions in the sane nanner.

JUDGE ARREDONDO:  All right. Then we'll just
take adm nistrative notice of that, of his testinony.

Any questions for M. Cenents?

MR- G NSBERG: Not on this one.

JUDGE ARREDONDO: No? Ckay. Al right. Dd
the Division want to put forth any additional --

MR G NSBERG. Well, we did file a menorandum
whi ch was dated a few days |ater.

MR. PETERSON: The 27t h.

MR A NSBERG: The 27th of Cctober, and that
was al so prepared by M. Peterson. And we woul d ask,
you know, the Commi ssion to include that in the record.
And he's available for questions on that menorandum

JUDGE ARREDONDO: Ckay. We'll take notice of
that. That was filed Cctober 27th, | believe.

MR G NSBERG. Yes.

JUDGE ARREDONDO: Any questions for M.
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Pet er son?

MR. REEDER: Not hing other than to thank him
for his menorandum reconmendi ng approval of the
contract.

JUDGE ARREDONDO: Ckay. M. Proctor?

MR, PROCTOR:  None.

JUDGE ARREDONDO: And would the O fice |ike
to present any additional testinony?

MR. PROCCTOR: W have not filed anything, and
we don't intend to. Thank you.

JUDGE ARREDONDO: Ckay. And anything el se?

MR, SOLANDER: | would just note |I've been
corrected. M. Cenents did not file prefiled
testinmony in this docket, just in the other docket.

JUDGE ARREDONDO: (Ckay. So no objections,
then, to the application?

MR, G NSBERG. No.

JUDGE ARREDONDO: No? GCkay. All right then,
we'll go ahead and -- |I'lIl nake a recommendation to the
Comm ssion and we'll go ahead and end. Thank you.

MR, SOLANDER: Thank you.

(The hearing concluded at 9:51 a.m)

--00000- -
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REPORTER S HEARI NG CERTI FI CATE

State of U ah )
. SS.
County of Salt Lake )

|, Angela L. Kirk, a Registered Professional Reporter
and Certified Court Reporter in and for the State of Utah, do
hereby certify:

That prior to being exam ned the wi tnesses were duly
sworn to tell the truth, the whole truth, and nothing but the
truth;

That said proceedi ngs were taken down by ne in
stenotype on Novenber 4, 2009, at the place herein naned, and
was thereafter transcribed, and that a true and correct
transcription of said testinony is set forth in the preceding
pages.

| further certify that | amnot of kin or otherw se
associated with any of the parties to said cause of action and
that | amnot interested in the event thereof.

W TNESS MY HAND at Salt Lake City, Utah
this 11th day of Novenber, 2009.

Angela L. Kirk, RPR, CCR
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